Part Il, Chapter 3
Building a New Formula

Estimating expenditures on children in intact households is only one step in developing a
Child Support Guideline Formula. The purpose of this chapter is to describe the additional
procedures and assumptions used to build the new Guideline formula. This includes the
development of a Schedule of Basic Child Support Obligations and modifications to the
low-income adjustment, the custodial parent disregard, and the treatment of child care
expenses, the child’s health insurance premium, and the child’s extraordinary medical
expenses. It also includes the development of a Guideline cap so that the guidelines-
determined amount does not exceed the income withholding limits of the Consumer Credit
Protection Act (15 U.S.C. 81671 et seq.). A more technical discussion of the material in this
chapter is presented in Appendix I.

To put context to the proposed, new formula, we first review the basis of the existing
Guideline formula. We also provide relevant findings from the case file review when it is
appropriate background information. An in-depth analysis of the case file review is
provided in Chapter 4.

EXISTING GUIDELINE FORMULA

The core of the current Guideline formula is the Income Levels, which assign a specified
percentage of a noncustodial parent’s gross annual income to child support. Other factors
considered in arriving at the final support award are the low-income adjustment; the
custodial parent’s disregard which includes child care expenses; the premium costs of the
health insurance covering the child; and, the child’s extraordinary medical expenses.

Existing Income Levels

The existing Guideline consists of five noncustodial parent income levels with a different
percentage applied at each level, depending on the number of children for whom support is
being determined. The existing Levels and corresponding percentages are listed in the first
two columns of Exhibit 5 below. The last column of Exhibit 5 shows the percentage of
cases examined in the case file review that fell into that income range.

In examining the percentage of cases, it is important to note that the noncustodial parent’s
income was only included in 84 percent of the case files reviewed. Income is frequently
missing in cases where the parents stipulate an agreement.

Exhibit 5 shows that most cases where the noncustodial parent’s income is known fall into
Income Levels 3 and 4 (34% are in Income Level 3, which is to be applied when the
noncustodial parent has an annual gross income of $15,001 to $25,000, and 42% are in
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Income Level 4, which is to be applied when the noncustodial parent has an annual gross
income of $25,001 to $50,000). Only one percent of the cases reviewed with completed
income information involved noncustodial parents with gross incomes above $75,000 per
year. The existing Guideline only applies presumptively to noncustodial parent gross
incomes of $75,000 per year or less.

Exhibit 5
Current District of Columbia Guideline

Percentage of Cases in this
category from Case File
Review*

Guideline Percentage Applied
to Noncustodial Parent Income

Income Level 1: $7,500 per year or less

One child 3%
- N/A
Two children 1%
Th hild Case-by-case treatment

ree chrdren Minimum order of $50
Four or more children <1%

All cases in Income Level 1 4%

Income Level 2: $7,501 - $15,000 per year

One child 20.0% 11%
Two children 26.0% 3%
Three children 30.0% 1%
Four or more children 32.0% <1%
All cases in Income Level 2 16%

Income Level 3: $15,001 - $25,000 per year

One child 21.0% 25%
Two children 27.0% 6%
Three children 31.0% 2%
Four or more children 33.0% 1%
All cases in Income Level 3 34%

Income Level 4: $25,001 - $50,000 per year

One child 22.0% 33%
Two children 28.0% 6%
Three children 32.0% 2%
Four or more children 34.0% 1%
All cases in Income Level 4 42%

Income Level 5: $50,001 - $75,000 per year

One child 23.0% 2%
Two children 29.0% 1%
Three children 33.0% --
Four or more children 35.0% <1%
All cases in Income Level 5 4%

*n=511 cases in which the noncustodial parent income was known
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Low-Income Adjustment in Current Guideline

The current Guideline considers a self support reserve of $7,500 per year, which is about 84
percent of the current poverty guidelines for one person.!> This means that for many low-
income noncustodial parents if they pay the Guideline-determined amount, they will be left
with incomes below poverty. The current Guideline incorporates the low-income
adjustment into the lower Income Levels (1-3); yet, this masks the adjustment as well as the
self support reserve. Noncustodial parents are not aware that their ability to pay is being
considered. This is a critical issue given the preponderance of recent literature suggesting
that traditional child support enforcement tools are generally ineffective with low-income
noncustodial parents due to their limited disposable income. One solution to this problem
is to set order amounts reasonably by considering what low-income noncustodial parents
can afford to pay without impoverishing themselves.!6

Results from the case file review, indicate that 5 percent of the noncustodial parents have
gross incomes below the 2003 poverty guidelines for one person and 9 percent have
incomes below 133 percent of the poverty guidelines.

Existing Custodial Parent Disregard

The District Guideline is unique because it disregards the first $16,500 of the custodial
parent’s gross income net of child care costs in the child support calculation. An additional
$2,000 per child is disregarded if there are two or more children. Only one other state’s
guideline includes a custodial parent disregard.

Findings from the case file review indicate that in about one third (31%) of the cases
reviewed, the custodial parent was working and earning income below the disregard amount
for the respective number of children. The median income of the custodial parents in these
cases was $13,000 per year. The median income of the noncustodial parent in these cases
was higher ($23,000 per year), but certainly well below the median wage in the District,
which is $35,360 per year.!”

15 According to the 2003 federal poverty guidelines published by the Department of Health and Human Services, the
poverty level for one person is $8,980 per year. Federal Register, Vol. 68, No. 26, February 7, 2003, pp. 6456-6458.

1For example, see Paula Robertts, An Ounce of Prevention and a Pound of Cure, Developing State Policy on the Payment of Child
Support Arrears by Low Income Parents, Center for Law and Social Policy, Washington, D.C.; Paul Legler, Low-Incone
Fathers and Child Support: ~ Starting off on the Right Track, Annie E. Casey Foundation, Baltimore, Maryland; Elaine
Sorensen and Chava Zibman, Poor Dads Who Don't Pay Child Support: Deadbeats or Disadvantaged? (Washington, D.C.:
Utrban Institute, April 2001); and, Wendell Primus and Kristina Daugirdas, Improving Child Well-Being: By Focusing on
Low-Income Noncustodial Parents in Maryland, Report to the Abell Foundation, Baltimore Maryland (2000).

17U.S. Bureau of Labor Statistics, National Compensation Sutrvey, Washington-Baltimore Metropolitan Area (2002).
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Current Treatment of Child Care Costs

In the current Guideline, child care costs are deducted from the custodial parent’s income
prior to the calculation of support. They are part of the custodial parent disregard. In
addition, high child care costs are a departure factor. There is no provision that considers
situations where the noncustodial parent pays for the child care costs.

About one third (32 percent) of the cases reviewed had documentation of custodial parent
child care costs. The average annual child care cost is $3,304. The average cost of child care
does not vary significantly based on the number of children.

Current Treatment of Child’s Health Insurance Premium

Under the existing Guideline, if the noncustodial parent is providing health insurance
coverage for the child(ren), a deduction may be allowed from the noncustodial parent’s
income prior to the calculation of support. If the custodial parent is paying the expenses,
this is a criterion for a guideline departure.

The cost of the child’s health insurance premium is deducted from the noncustodial parent’s
income in only six percent of the cases reviewed. The average annual cost of coverage
attributable to the child(ren) is $1,672.

Current Treatment of Child’s Extraordinary Medical Expenses

Under the existing Guideline, extraordinary medical expenses are treated on a case-by-case
basis. The court has discretion to adjust the child support obligation up or down depending
on which party pays for the extraordinary expenses.

History of the Existing Guideline

The Guideline was originally adopted by the Board of The District of Columbia Superior
Court in 1987. A slightly different version of the court Guideline became legislated in 1990,
and is still in effect today. The rationale for the 1987 Guideline formula is fairly well
documented; whereas, the 1990 legislated changes are not as well documented. Nonetheless,
much can be surmised by comparing the 1987 and 1990 formulas.

The 1987 documentation supporting the Guideline states, “This model is based on
economic analyses which show the proportion of income parents devote to their children is
relatively constant across income levels up to a certain upper limit.” After the upper limit,
the 1987 documentation explains that child-rearing expenditures as a proportion of income
decrease as income increases, albeit the absolute dollar amount increases. It is at this upper
limit (i.e., gross income of $75,000 per year), the Guideline formula stops. The source of
this economic evidence is not referenced in the documentation.

Building a New Formula - 4



The 1987 documentation also explains the use of the different Income Levels. At that time,
there were four income levels. A fifth income level was added to the 1990 legislated
Guideline. The original lower two Income Levels (Levels 1 and 2) take into account that the
noncustodial parent may have a limited ability to pay child support because he or she has
little discretionary income. The threshold of the lowest Level 1 represents income below the
poverty level.'® At this income, the noncustodial parent’s order is set at a nominal amount.
Originally, that amount was $10 per month. It is now $50 per month.

The original Level 2 set the order amount at the difference between the noncustodial
parent’s gross income and $5,500 per year (the poverty level at that time). Subsequently, the
legislated Guideline modified Level 2 to what it is today, noncustodial parent’s gross
incomes of $7,501 to $15,000 per year.

The original income ranges of Levels 3 and 4 were considered sufficiently above the poverty
level. It appears that that assumption was carried forth in the 1990 Guideline formula as
well.  The 1990 legislated Guideline, however, split the original Level 4, which covered
noncustodial gross incomes from $26,001 to $75,000 per year into two levels, Levels 4 and 5,
which are still in place today (i.e., Level 4 covers noncustodial gross incomes from $25,001
to $50,000 per year and Level 5 covers noncustodial gross incomes from $50,001 to §75,000
per year.)!?

Essentially, the original Level 4 covered a large range of incomes, $26,001 to $75,000 per
year. This is consistent with the belief at the time that child-rearing expenditures were a flat
percentage of gross income. Levels 1 and 2 were set at lower amounts out of consideration
of the noncustodial parent’s ability-to-pay when he or she has poverty or near-poverty
income. Level 3 was obviously used to phase between the low-income adjusted Level 2 and
the child-rearing measurements used in Level 4.

DEVELOPMENT OF A NEW FORMULA

The development of the new formula is broken down into seven parts.
Development of updated base support formula (i.e., the Schedule);
Development of updated low-income adjustment;

Elimination of the custodial parent disregard,;

Revision to the treatment of child care costs;

Revision to the treatment of the child’s health insurance premium costs;
Revision to the treatment of the child’s extraordinary medical expenses; and,

® & & 6 O o o

Development of a Guideline cap.

8]t was originally based on the 1987 Federal poverty guideline for one person, which was $5,500 per year.
Subsequently, the Guideline legislated in 1990 raised the threshold of the Level 1 to $7,500 per year. The 1990 federal
poverty guideline for one person was $6,280, but since it is a net income amount, it may have been converted to a
gross income amount. This would result in an amount close to $7,500 per year.

YThe 1990 legislated Guideline also lowered the threshold from $26,000 to $25,000 per year.
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Base Support Formula (Schedule)

There are two stages in the development of a child support formula that build upon the
estimates of child-rearing expenditures. The first stage is the development of a table of
support proportions that relates child expenditures in different household sizes to net
income. For purposes of developing the Schedule for the District, it is assumed that the
Betson-Rothbarth percentages apply to all of the parents’ combined net income. Further
adjustments were made to those proportions (1) to exclude the portion of expenditures
accounted for by child care and the child's share of health insurance premiums and
extraordinary medical expenses; (2) to extend the proportions to households with four, or
more children; and (3) to develop a method of smoothing the proportions between income
ranges to eliminate the gaps in support obligations that would otherwise exist. The second
stage is the development of a gross-income based schedule from the table of support
proportions. Specifically, since the table of proportions is specified in terms of net income, a
method of translating gross to net income must be defined.

Building a Table of Support Proportions

There are six steps in developing a table of support proportions from the Rothbarth
estimates of child expenditures. These steps include:

1. Updating the net income brackets for changes in the cost of living since the time the data
were collected;

2. Deducting from child expenditures the portion attributable to child care;

3. Deducting from child expenditures the child's portion of unreimbursed medical expenses
(i.e., health insurance premiums and extraordinary medical expenses);

4. Computing child expenditures as a proportion of net income;

5. Extending the estimates for one, two, and three-child households to households with
four or more children; and

6. Computing marginal proportions between income ranges to avoid notches in support
obligations.

1. Updating the Net Income Bractkets

The Rothbarth estimates are based on annual Consumer Expenditure Survey (CEX) data
from 1996 through 1999 compiled by the Bureau of Labor Statistics. The CEX income data
specified in constant 1997 dollars were updated to May 2003 dollars using statistics on
changes in the consumer price index (CPI) since the time the data were collected.
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2. Deducting Costs of Child Care

The Guideline formula proposed for use in the District is meant to be a basic support
obligation to which are added the costs of work-related child care expenses. The table of
support proportions specifically excludes the child's share of expenditures related to child
care costs. Adjustments for these expenditures can be accommodated because the CEX
database identifies expenditures for each commodity. To make the adjustment, child care
expenses are computed as a proportion of consumption spending and then subtracted from
the Rothbarth estimates of child expenditures as a proportion of consumption spending.
Child care costs per child ranged from 0.24 percent of consumption spending in households
with annual net incomes less than $15,463 to 1.74 percent of consumption spending in
households with annual net incomes between $61,853 and $72,162.

3. Deducting the Child's Share of Unreimbursed Medical Expenses

The adjustment for unreimbursed medical expenses is similar to the adjustment for child
care costs, although not as easily computed since medical expenses are not itemized for each
household member. Therefore, to compute an adjustment for medical expenses, we
assumed that the child's share of those expenditures was the same as the child's share of all
consumption spending. Once the share was computed and defined as a proportion of
consumption, it was subtracted from the Rothbarth estimates of child expenditures as a
proportion of consumption spending. The children's share of extraordinary medical
expenses in two-child households ranged from 0.57 percent of consumption spending for
households with annual net incomes between $15,463 and $20,616 to 1.24 percent in
households with annual net incomes between $36,082 and $41,235.

4. Computing Child Expenditures as a Proportion of Net Income

Once the previous steps have been completed, the computation of child expenditures as a
proportion of net income is straightforward. That is, the costs of child care and
unreimbursed medical expenses are subtracted from the Rothbarth estimates of child
expenditures as a proportion of consumption, and the revised proportions are multiplied by
the ratio of consumption to household net income. The resulting proportion relates child
expenditures to net income.

5. Extending the Rothbarth Estimates to Larger Household Sizes

The CEX data do not allow estimates of child expenditures to be developed for households
with more than three children because the number of households on which the estimates
would be based is too small. In developing the proposed formula for this report, we use
equivalency scales recommended by the Panel on Poverty and Family Assistance, a panel
assembled by the National Research Council to review how poverty is measured and make
recommendations for improving those measurements.?’ As part of this investigation, the
Panel extensively reviewed equivalency scales; that is, formulas that adjust the costs of living

2Constance F. Citro and Robert T. Michael, Editors. Measuring Poverty: A New Approach, National Academy Press,
Washington, D.C. (1995).
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relative to family size. In turn, the Panel recommended a formula, which we use for the
purposes of extending the Rothbarth estimates to households with four children or more.

6. Computing Marginal Proportions Between Income Ranges

The above steps result in a table that relates levels of net income to the proportion of
income spent on children in one to six-child households. One further adjustment, however,
is needed before the table can be used to prepare a net-income based schedule that will
result in gradual increases in order amounts as income increases rather than precipitous
changes resulting from moving from one income range to the next income range. In other
words, there is some smoothing similar to what is done in tax schedules. This is done by
developing marginal proportions between the midpoints of the income ranges.

An example will illustrate why this method of smoothing the support Schedule is needed.
Assume we have two, two-child households, one earning between $46,390 and $51,544 per
year and the other earning between $51,545 and $61,852 per year. The proportion of net
income spent on the two children in the lower income household is estimated to be 31.54
percent. The comparable proportion in the higher income household is estimated to be
30.80 percent. If actual income in the first household were $51,500, the total support
obligation would be $16,243 annually ($51,500 x .3154). If actual income in the second
household were $51,600, the total annual support obligation would be $15,893 ($51,600 x
.3080); $350 less per year than the support obligation in the lower income household. The
use of marginal proportions between the midpoints of income ranges eliminates this effect
and creates a smooth increase in the total support obligation as household income increases.

Summary

After this last adjustment, the table of support proportions, shown below in Exhibit 6, can
be prepared. (Exhibit 6 is derived from Exhibit 3.) This table of support proportions is
analogous to a tax rate schedule. Each net income midpoint in the table is associated with
two proportions for each number of children being supported. The first proportion is
applied to the income midpoint and the proportion just below it is applied to income
between that midpoint and the next highest midpoint. An example best illustrates how this
procedure results in a basic support obligation if the net income and the number of children
are known.
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Exhibit 6

TABLE OF SUPPORT PROPORTIONS

Annual Income One Child Two Children Three Children Four Children
7732 25.90% 36.78% 42.88% 47.82%
' 25.62% 35.92% 41.45% 46.21%
$18.041 25.74% 36.29% 42.06% 46.90%
' 23.19% 31.50% 35.81% 39.93%
$23 105 25.17% 35.22% 40.67% 45.35%
' 22.23% 29.66% 33.21% 37.03%
$28.350 24.64% 34.21% 39.32% 43.84%
' 23.75% 32.71% 37.17% 41.45%
$33.504 24.50% 33.98% 38.99% 43.47%
' 20.10% 27.05% 29.79% 33.22%
38,650 23.91% 33.06% 37.76% 42.10%
' 20.26% 24.53% 24.41% 27.22%
$43.813 23.48% 32.05% 36.19% 40.35%
' 21.19% 27.13% 29.36% 32.74%
$48.968 23.24% 31.54% 35.47% 39.55%
' 20.61% 26.18% 28.65% 31.94%
$56.699 22.88% 30.80% 34.54% 38.51%
' 22.07% 28.49% 30.75% 34.29%
$67.008 22.76% 30.45% 33.96% 37.86%
' 20.08% 26.87% 29.56% 32.95%
$77.317 22.40% 29.97% 33.37% 37.21%
' 21.35% 27.50% 29.37% 32.75%
$92.781 22.23% 29.56% 32.71% 36.47%
' 20.89% 27.46% 30.20% 33.68%
$115.976 21.96% 29.14% 32.20% 35.91%
' 19.36% 23.87% 24.76% 27.61%
$157 337 21.27% 27.76% 30.25% 33.73%
' 20.25% 25.14% 26.11% 28.85%

Assume that the noncustodial parent has annual net income of $18,000 and the custodial
parent has $12,000. The computation of an annual child support obligation for two children
using the information in Exhibit 6 involves the following basic steps.

Step 1: Add the monthly net incomes of both parents ($18,000 + $12,000 = $30,000).

Step 2: Find the income midpoint just below the combined net income (i.e., $28,350 per
month) and multiply the amount by the proportional support for two children:
[$28,350 x .3421] = $9,699.

Step 3: Subtract the midpoint from the combined net income of the parents and multiply by
the marginal proportion: [($30,000-$28,350) x .3271] = $540.
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Step 4: Add the two obligation amounts: §9,699 + $540 = $10,239. This obligation
represents the monthly amount estimated to have been spent on the children jointly
by the parents if the household had remained intact.

A net-income schedule, based on the steps thus far, is provided in Appendix II.

Converting Net-Income Amounts to Gross-Income Amounts

The final step is to convert the net-income schedule developed above into a gross-income
schedule. This is accomplished through backing out federal and District personal income
taxes and FICA. Since the child-rearing measurements are from intact families, we also
assume the tax rates that would be incurred by an intact family. Specifically, the tax filing
status is married and there are two exemptions (one for each parent) plus an additional
exemption for each child for whom support is being determined. Federal tax rate formulas
are based on tax formulas for employer withholding effective May 2003 and published in
IRS Publication 15-T. The District personal income tax rates are based on the District of
Columbia Tax Withholding Instructions effective January 2001 (there were no revisions in
2002 or 2003). A gross-to-net income conversion chart when there is one child is provided
in Appendix II, along with gross-income based schedules.

The Schedule, which is shown in Exhibit 7, represents basic child support obligations for
one to four children and a range of combined gross incomes. Again, the Schedule is based
on the combined income of the parents because it reflects what is typically spent on a child
when the financial resources of the parents are combined.
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COMBINED
ADJUSTED
GROSS
INCOME

Exhibit 7
District of Columbia
Proposed Schedule of Basic Child Support Obligations

TWO
CHILDREN

THREE
CHILDREN

FOUR
or MORE
CHILDREN
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Exhibit 7
District of Columbia
Proposed Schedule of Basic Child Support Obligations

COMBINED FOUR

ADJUSTED TWO THREE or MORE
GROSS CHILDREN CHILDREN CHILDREN
INCOME
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Exhibit 7
District of Columbia
Proposed Schedule of Basic Child Support Obligations

COMBINED FOUR

ADJUSTED TWO THREE or MORE
GROSS CHILDREN CHILDREN CHILDREN
INCOME

An example will help to illustrate the use of the new Schedule in Exhibit 7. Consider a case
in which support is being determined for two children, the custodial parent earns $20,000
gross per year, and the noncustodial parent earns $28,000 gross per year.

Step 1: Combine the incomes of the parties ($20,000 + $28,000 = $48,000 per year).
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Step 2: Find the dollar amount of base support from the Schedule for two children
($12,558).

Step 3: Calculate the noncustodial parent’s share of base support. It is his or her share
of combined income ($28,000 / $48,000 = 58%)

Step 4: Multiply the base support from Step 2 ($12,558) by the noncustodial parent’s
share of combined income in Step 3 (58%). This yields a child support order of
$7,284 per year.

The custodial parent is presumed to spend his or her proportionate share of the basic
obligation directly on the child.

Updated Low-Income Adjustment

A low-income adjustment is designed to ensure that a noncustodial parent is able to meet his
or her own subsistence needs, after the payment of child support. In all, 37 states have an
adjustment for low-income obligors. The proposed adjustment involves a self support
reserve test, based on 133 percent of the federal poverty guidelines, which is $11,943 per
year in 2003.

The poverty guidelines are updated annually by the Department of Health and Human
Services. This allows for an annual update or cost-of-living like increase to the self support
reserve. Using 133 percent of the poverty guideline is consistent with the Medical Child
Support Working Group’s recommendations to use 133 percent of the noncustodial parent’s
income when calculating whether the noncustodial parent has the ability to pay health
insurance premiums.?! Further, it provides more than the poverty guideline amount, which
is not intended for long-term subsistence, and believed to underestimate true poverty. The
poverty guidelines are net figures, so the use of the 133 percent multiplier brings the self
support reserve up to an amount that better corresponds with gross income calculations.
Recall that gross income is used to calculate child support under the District Guideline.

The adjustment works by setting the support order at the lower of two calculations, yet
maintains the rebuttable minimum order of $50 per month. The first calculation is a
standard Guideline calculation based on the proposed Schedule in Exhibit 7. The second
calculation assumes that the noncustodial parent has the ability to pay the difference
between his or her income and the self support reserve. For example, assume that a
noncustodial parent’s gross income is $15,000 per year and that the custodial parent has no
income. For one child, application of the proposed Guideline Schedule results in an annual
obligation of $3,810. The self support calculation ($15,000 - $11,943) results in an annual

2'The Medical Child Support Working Group, 27 Million Children’s Health: Our Shared Responsibility, Report to the
Secretary of the Department of Health and Human Services and the Secretary of the Department of Labor (June
2000).
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obligation of $3,057.22 Barring departure by the court, the order would be set at $3,057 per
year.

To effectively use the self support reserve test, it must be conducted as the last step in
determining support in sole custody cases. If the self support reserve amount is deducted
from the noncustodial parent’s income at the beginning of the calculation, it will not
consider the noncustodial parent’s ability to pay nor will it consider the impact of add-ons
for child care and the child’s health care expenses, which are discussed later in this Chapter.
The examples in Exhibits 8 and 9 illustrate that the self support reserve test is more effective
as the last step (bottom) in calculating support. In both of these examples, the noncustodial
parent’s income is $13,000 per year. Subtracting the proposed self support reserve ($11,943
per year) from $13,000 in income, leaves the noncustodial parent able to pay $1,057 in child
support (shown in line 1b in Exhibit 8 and line 10 in Exhibit 9). Yet, if the self support
reserve is taken off the top, the noncustodial parent’s support order would be $346 per year.
If it is considered as the last step in the calculation, as it is in Exhibit 9, the noncustodial
parent’s child support order would be set at $1,057 per year, which matches his or her ability

to pay.

22If this results in an amount less than $50 per month, the minimum support order of $50 per month ($600 per year)
would apply.
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Exhibit 8
Deducting the Self Support Reserve at the Top (Non-recommended Approach)

\Basic Obligation Noncustodial | Custodial

Parent Parent Combined
1 |Gross Income $13,000 $18,000
1a|Other Child Support Paid -$0 -$0
1b |Self Support Reserve -$11,943
2 |Income Available for Child Support $1,057 $18,000 $19,057
Each Parent's Proportionate Share of Income Available for Child
3 Support (Each Parl?ant's Line 2/ Line 2 Combined) 6% 94% 100%
4 Child Support Amount from Guideline Schedule using Combined Income $4.571
Line 2 ’

5 Each Parent's Share of Basic Obligation (Each Parent's Line 2 x Line 4 $274 $4.207

Combined
Additional Costs paid by parents

6a Health Insurance Cost $0 $0

6b Child Care Costs $0 $1,500

6c Extraordinary Medical Costs $0 $0

6d Other Extraordinary Costs $0 $0

6e |Total Additional Costs (Sum of 6a through 6d) $0 $1,500 $1,500

Each Parent's Share of Additional Costs

! (Each Parent's Line 3 x Line 6e Combined) $90 $1,410

8 |Basic Obligation Plus Additional Costs (Line 5 + Line 7) $364

9 |Obligation Adjusted for Additional Costs Directly Paid (Line 8 - Line 6e) $364

Exhibit 9

Conducting the Self Support Reserve Test at the Bottom (Recommended Approach)

Noncustodial | Custodial

Parent Parent Combined
1 |Gross Income $13,000 $18,000
1a|Other Child Support Paid -$0 -$0
2 |Income Available for Child Support $13,000 $18,000 $31,000
Each Parent's Proportionate Share of Income Available for Child
3 Support (Each Parl?ant's Line 2/ Line 2 Combined) 42% 58% 100%
4 Child Support Amount from Guideline Schedule using Combined Income $6.405
Line 2 ’

5 Each Parent's Share of Basic Obligation (Each Parent's Line 2 x Line 4

Combined $2,690 $3,715
6a Health Insurance Cost $0 $0
6b Child Care Costs $0 $1,500
6c Extraordinary Medical Costs $0 $0
6d Other Extraordinary Costs $0 $0
6e |Total Additional Costs (Sum of 6a through 6d) $0 $1,500 $1,500
Each Parent's Share of Additional Costs
! (Each Parent's Line 3 x Line 6e Combined) $630 $870
8 |Basic Obligation Plus Additional Costs (Line 5 + Line 7) $3,320 $4,585
9 |Obligation Adjusted for Additional Costs Directly Paid (Line 8 - Line 6e) $3,320
Ability to Pay Calculation
10|Self Support Reserve (133% of federal poverty guidelines) $11,943
11 |[Noncustodial Parent’s Income Available for support (Line 2 — Line 10) $1,057
12 |Support Order (Lesser of Line 9 or Line 11) $1,057

Elimination of the Custodial Parent Disregard
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There are at least three justifications for eliminating the custodial parent disregard. First, the
recommended change to the treatment of child care costs (discussed below) will be more
helpful to working custodial parents than the current disregard; particularly, since child care
can be a substantial work-related expense. As evident in the next section, support orders
will usually increase for custodial parents who incur child care costs even with the
elimination of the disregard under the recommended formula. Secondly, academic research
overwhelmingly finds that child support and the custodial parent’s work efforts are actually
complements.?> This counters the intuition behind the current disregard that custodial
parents need an extra incentive to work. Finally, another issue is that in many cases where
the custodial parent has low income, the noncustodial parent also has low income.?*

Proposed Change to the Treatment of Child Care Expenses

As discussed earlier, the current treatment of work-related child care costs is to subtract
them from the custodial parent’s income prior to the calculation of support. There are two
problems with this. First, the burden of child care costs falls on the custodial parent even
when the noncustodial parent has an ability to pay a higher share. Secondly, it does not
account for situations where the noncustodial parent may be paying for child care. Instead of

subtracting child care costs, most states prorate them between the parents, as shown in Lines
8 and 9 of Exhibit 10.

Exhibit 10
Example of Prorating Child Care Costs

Noncustodial
Parent

Custodial Parent

Combined

1. Gross Annual Income $35,000 $35,000
a. Disregard - $16,500

2. Gross Income Available for Child Support $35,000 $18,500 $53,500
3. Percentage from existing Formula based on Noncustodial 2904

Parent’s Income and 1 Child
4. Unadjusted Child Support Order (NCP Line 2 * NCP Line 3) $7,700
5. Each Parent’s Proportion of Combined Income (Each Parent o o

Line 2/ Combined Line 2) 65% 35%
6. Offset Amount

(CP Line 5 * NCP Line 4) $2,663
7. Order Amount Before Child Care Costs (Existing Formula) $5.037

(NCP Line 4 — Line 6) '

8. Each Parent’s Share of $1200 Child Care Costs

(Each Parent Line 5 * $1,200) $785 $415 $1,200
9. Final Order Amount (NCP Line 7 + NCP Line 8) $5,822

Exhibit 11 illustrates the differences between the current method and prorating child care
costs. It considers three different situations where the only factor that varies is the amount

ZFor example, see Wei-Yin Hu, “Child Support, Welfare Dependency, and Women’s Labor Supply”, The Journal of
Human Resonrces, Volume 34, Number 1 (Winter 1999); Irwin Garfinkel, Theresa Heintze, and Chien-Chung Huang, The
Effect of Child Support Enforcement on Women’s Incomes. Joint Center for Policy Research Policy Brief Vol. 3, No. 5,
Northwestern University and University of Chicago, Chicago, Illinois (2000); John Graham, “Child Support and
Mothers’ Employment,” Contemporary Policy Issues, (January 1990); and, John Graham and Andrea Beller, “The Effect of
Child Support Payments on the Labor Supply of Female Family Heads: An Econometric Analysis,” Journal of Human
Resources, (Fall 1989).

24Elaine Sorensen and Chava Zibman, Poor Dads Who Don't Pay Child Support: Deadbeats or Disadvantaged? (Washington,
D.C.: Urban Institute, April 2001).
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of child care costs. Itis §0, $1,200 per year, or $6,000 per year. In this example, the parents
have equal incomes and there is one child. To make a fair comparison, the prorating of
child care costs is calculated using the existing Guideline formula parameters. The only
alteration is the treatment of child care costs.

When there are no child care costs, the support obligation would be $5,037 per year. When
child care costs increase to $1,200 per year, the support obligation only increases to $5,153
per year; that is, the noncustodial parent only pays $116 per year or 10 percent of the child
care costs under the current treatment of child care. Under the prorated method, the
noncustodial parent’s support obligation would increase to $5,822 per year; that is, the
noncustodial parent pays $785 per year or 65 percent of the child care costs.?

Exhibit 11
Alternative Treatment of Child Care Costs
In Guideline Calculation

( Case Scenario: NCP Gross Annual Income = $35,000;
CP Annual Gross Income = $35,000; One Child)

Noncustodial Parent’s Share

Annual Order Amount of Child Care Costs

Prorating of Prorating of
Current DC Child Care Current DC Child Care
Method Costs Method Costs
e Annual Child Care Costs = $0 5,037 5,037 0 0
e Annual Child Care Costs = $1,200 5,153 5,822 10% 65%
e Annual Child Care Costs = $6,000 5,674 8,963 11% 65%

Proposed Treatment of Health Insurance Premiums

The problems with the existing treatment of the child’s health insurance premiums are
similar to those of the existing treatment of child care. First, the treatment differs depending
on whether the noncustodial or custodial parent is incurring the expense. If the
noncustodial parent incurs the expense, it is a subtraction from the noncustodial parent’s
income. If the custodial parent incurs the expense, it is a departure factor. Secondly, since it
is a subtraction from the noncustodial parent’s income, it may result in an unequal burden
similar to what is illustrated for child care expenses in Exhibit 11. A more equitable
approach is to prorate it between the parents similar to what is being proposed for work-
related child care costs. This is the approach used by most states.

25This example is based on the current Guideline formula so includes a disregard. Since the parents have equal incomes
in this case example, the noncustodial parent’s share would actually be 50 percent if the disregard were eliminated.
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Proposed Treatment of Extraordinary Medical Expenses

Extraordinary medical expenses are frequently separated from the basic obligation in state
child support guidelines because they can be readily identified, are highly variable and
represent non-discretionary expenditures on children. Many states set a dollar threshold at
$100 or $250 dollars per year per child to define extraordinary medical expenses, than
prorate the amount of extraordinary medical expenses between the parents. The threshold
usually reflects the amount of unreimbursed medical expenses that were retained in the
child-rearing costs to develop a state’s child support tables. All unreimbursed medical
expenses beyond that threshold are subtracted from the child-rearing costs that appear in the
child support tables. The amount retained is considered ordinary medical expenses, such as
non-prescription medications and co-pays for well visits to the doctor.

The percentage of income to be devoted to child support under the proposed Schedule
includes $250 per year per child for ordinary medical expenses. This amount approximates
average out-of-pocket medical expenses for a child.?® As a consequence, extraordinary
medical expenses are those that exceed $250 per child per year.

Child Support Cap

For reasons identified in Part I, the Commission requested that the technical consultant
derive a percentage cap on the child support guideline amount that was in line with the
Consumer Credit Protection Act (CCPA) income withholding limit. The CCPA limits the
amount of a noncustodial parent's paycheck that can be withheld for child support to 50 to
65 percent of the noncustodial parent's disposable income. The precise threshold depends
on whether the noncustodial parent has additional dependents to support and whether he or
she has accrued arrears.

Since the CCPA limit applies to after-tax income and the Guideline is based on gross
income, the 50-percent CCPA threshold was backed into a gross income amount using
tfederal and District personal income tax rates and FICA taxes that would be paid by a single
person with no additional dependents. That amount is 35 percent for the majority of
income ranges identified from the case file review.

CHAPTER SUMMARY

The proposed new formula consists of a schedule of basic obligations and changes to
account for low-income noncustodial parents, child care costs, and the child’s unreimbursed
health costs. There are many steps necessary to convert new measurements of child-rearing
costs to a Schedule, which forms the core of the District of Columbia Guideline. The
Schedule represents the base support both parents owe the child for a range of combined

26M. McCormick, R. Weinick, A. Elixhauser, et al, “Annual Report on Access to and Utilization of Health Care for
Children and Youth in the United States — 2000.” Awbulatory Pediatrics, 1(1): January-February 2001. (Agency for
Healthcare Research and Quality 01-R0306).
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income ranges. Each parent’s share is determined through prorating the basic obligation
between the parents. The noncustodial parent’s share is deemed to be child support and is
paid to the custodial parent. It is assumed that the custodial parent spends his or her share
directly on the child.

The proposed formula changes also include an update to the low-income adjustment to
reflect the current poverty guidelines for one person and a modification to the application of
the low-income adjustment to preserve the integrity of the self support reserve.

Additional recommendations are to eliminate the custodial parent disregard and to prorate
child care expenses, the child’s health insurance premium, and extraordinary medical
expenses between the parents. The prorating of child care costs is a more equitable
approach than disregarding it from the custodial parent’s income. It will yield higher order
amounts to custodial parents who have work-related child care costs than the current
method and more appropriately address significant work-related child care expenses. The
child’s health insurance premium and extraordinary medical expenses are also prorated
because this is a more equitable approach. In all, these recommended updates and changes
will result in a more equitable and appropriate treatment of child support and are more
reflective of the evidence of child-rearing costs.
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